CASEIN, MIXTURES IN CHIEF VALUE OF CASEIN,
AND LACTALBUMIN

Report to the President on Investigation
No. 22-44 Qnder Section 22
of the Agricultural Adjustment Act

USITC PUBLICATION 1217

JANUARY 1982

United States International Trade Commission / Washington, D.C. 20436 )



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Bill Alberger, Chairman
Michael J. Calhoun, Vice Chairman
Paula Stern
Alfred E. Eckes
Eugene J. Frank

Kenneth R. Mason, Secretary to the Commission

This report was prepared by

J. Fred Warren, Office of Industries
Bonnie J. Noreen, Office of Industries
Wallace W. Fullerton, Office of Economics
Jeffrey Neeley, Office of the General Counsel

Vera A. Libeau, Supervisory Investigator

Address all communications to
Office of the Secretary
United States International Trade Commission
Washington, D.C. 20436



‘{"‘M

CONTENTS

Report to the President:
Findings and recommendations of the Commission- - -
Background—-—--- - - -— -
Statement of Chairman Bill Alberger, Vice Chairman Michael J. Calhoun,
Commissioner Paula Stern, and Commissioner Alfred E. Eckes
Statement of Commissioner Eugene J. Frank- -
Information obtained in the investigation:
Introduction-———=—=——=—=-- + -
The domestic dairy situation:
Price supports and the production of milk--
Income received by U.S. dairy farmers——---
Utilization of the domestic output of milk--
Yearend stocks of dairy products - —-_——= -
The milk price-support program of the U.S. Department of Agriculture--
Description of the program ——= -
Prices and Government purchases of butter, Cheddar cheese, and
nonfat dry milk - -
Disposition of Government stocks ————————— e e e
Costs of the program -—= -
Section 22 import quotas on dairy products —-—

Changes since 1953- - - - -—
Current quotas —-—— -
Administration of the quotas
Products covered in the investigation:
Casein and mixtures in chief value of casein:
Description and uses - - -
U.S. tariff treatment e e e e e e
U.S. imports -—— —
U.S. consumption -—= ——=
U.S. production -
U.S. stocks ———————————— --
U.S. exports -
World production and trade -
Competitiveness of the imports with domestic dairy products—-
Lactalbumin:
Description and uses- -—=
U.S. tariff treatment -
U.S. importg————————— e e
U.S. consumption -
The effect of imports of casein and lactalbumin on the operation of
the dairy price-support program:
The testimony of the USDA - -
Analysis of the Commission's questionnaire data
Probable effects of import restrictions—- -
The effects of tariff restrictions -
The effects of quota restrictions
Conclusion

A-3
A-3
A-4
A-6
A-7
A-8

A-8

A-9
A-10
A-11
A-11
A-11
A-12
A-12

A-13
A-15
A-17
A-17
A-18
A-18
A-19
A-19
A-22

A-27
A-28
A-28
A-29

A-29
A-31
A-33
A-34

"A-35

A-38



ii

CONTENTS
Page
Appendix A. President Reagan's letter to the Commission and a letter
of clarification from the USDA e A-39
Appendix B. Commission's notice of investigation and hearing----————---—- A-43
Appendix C. List of witnesses appearing at the Commission's hearing——---- A-45
Appendix D. Statistical tables - A-51
Appendix E. Methodology of the analysis of questionnaire data----—-————-- A-75
Appendix F. Memorandum from the Commission's Office of Tariff Affairs
regarding the feasibility of restricting imports of casein for use in
applications competing with domestic dairy products————————————————————- A-89

Figures

1. The route by which fluid whole milk is channeled into various manu-
factured dairy products-- A-5

2. CCC purchases of butter, Cheddar cheese, and nonfat dry milk and U.S.
imports of casein and mixtures in chief value of casein used for

food and feed, 1976-80- - - ——— A-25
3. Production of casein-based imitation cheese and CCC purchases of
Cheddar cheese, 1976-80 - - - - A-26
Tables

Table 1.--Butter, Cheddar cheese, nonfat dry milk, and milk for

manufacturing: U.S. market prices, U.S. Department of Agriculture
support prices, and price-support objectives for milk for manufacturing,

Table 2.--U.S. milk production, milk cows and replacement hejfers on

U.S. farms on Jan. 1, production per cow, and number of farms selling
milk, 1976-81-—-—- - - - A-53

Table 3.--Milk: U.S. utilization of market supply, by end uses, 1976-81-- A-54
Table 4.--Principal manufactured dairy products: U.S. production,

by types, 1976-80, January-August 1980, and January-August 198l1--——-———-- A-55
Table 5.--Dairy products: Commercial and U.S. Government stocks, by
types, as of Dec. 31 of 1976-80, Nov. 1, 1980, and Nov. 1, 1981-—--————— A-56

Table 6.--Butter, Cheddar cheese, and nonfat dry milk: Commodity
Credit Corporation purchases, contract basis, by quarters, January

1976-December 1981 -—= - A-57
Table 7.--Net U.S. Government expenditures on dairy-support and related
programs, marketing years 1977-81 - A-58

Table 8.--Dairy products: U.S. production of milk and whole-milk

equivalent (fat-solids basis) of exports of domestic merchandise and

imports for consumption, 1976-81- A-59
Table 9.--Casein and mixtures in chief value of casein: Reported

distribution of use, by product types, and changes in inventory,

1978-80, January-August 1980, and January-August 1981 A-60
Table 10.--Casein and mixtures in chief value of casein: Estimated

distribution of use, by product types, and changes in inventory,

1978-80, January-August 1980, and January-August 198l-————-—--—————————o A-61

il



iii

CONTENTS

Table 11.--Casein-based imitation cheese: Reported production, natural

cheese component, and production minus natural cheese component,

by types, 1978-80, January-August 1980, and January-August 1981--——-———-- A-63
Table 12.--Casein-based imitation cheese: Estimated production, natural

cheese component, and production minus natural cheese component,

by types, 1978-80, January-August 1980, and January-August 1981 -———————- A-64
Table 13.-—-Imitation, natural, and process cheeses: Reported domestic

production of firms using casein in some imitation cheeses, by types,

1978-80, January-August 1980, and January-August 1981 A-65
Table l4.--Casein and mixtures in chief value of casein: U.S. imports for

consumption, by principal sources, 1976-80, January-August 1980, and

January-August 1981--- - -- A-66
Table 15.--Casein: U.S. imports for consumption, by principal sources,
1976-80, January-August 1980, and January-August 198l-————————em—emmm——m A-67

Table 16.--Mixtures in chief value of casein: U.S. imports for consump-

tion, by principal sources, 1976-80, January-August 1980, and January-

August 1981-————————-- - e A-68
Table 17 .--Casein and mixtures in chief value of casein: U.S. exports

of domestic merchandise, imports for consumption, inventory buildup,

and apparent consumption, 1978-80, January-August 1980, and January-

August 1981--—————=-m——- e e e e A-69
Table 18.--Casein and mixtures in chief value of casein: U.S. exports, by

principal markets, 1978-80, January-August 1980, and January-August

1981 ———————m - -—-—-= A-70
Table 19.--Casein: World production and U.S. imports, 1976-80---———~————- A-71
Table 20.--Milk: Costs of production in major exporting countries

and the United States, 1978--- —— A-72
Table 21.--Albumen: U.S. imports for consumption, by principal sources,

1976-80, January-August 1980, and January-August 1981 A-73

Note.--Information which would disclose confidential operations of
individual concerns may not be published and therefore has been deleted from
this report. Deletions are indicated by asterisks.

il



v



REPORT TO THE PRESIDENT ON
. .INVESTIGATION NO. 22-44

CASEIN, MIXTURES OF CASEIN, AND LACTALBUMIN

UNITED STATES INTERNATIONAL TRADE COMMISSION
January 29, 1982

|
Findings and recommendations

On the basis of the information developed in the course of the
investigation, the Commission 1/ finds and recommends that casein, mixtures
in chief value of casein, and lactalbumin, provided for in items 493.12,
493.17, and 190.15, respectively, of the Tariff Schedules of the United
States (TSUS), are not being, and‘are not practically certain to be,
imported into the United States under such conditions and in such quantities
as to render or tend to render ineffective, or materially interfere with,
the price-support program for milk undertaken by the Department of

Agriculture, or to reduce substantially the amount of any product processed

in the United States from domestic milk.

Background

The Commission instituted its investigation on August 24, 1981, following
the receipt on August 10, 1981, of a request from the President. The
investigation was instituted pursuant to section 22(a) of the Agricultural
Adjustment Act (7 U.S.C. 624(a)) to determine whether casein, mixtures in
chief value of casein, and lactalbumin, provided for in items 493.12, 493.17,
and 190.15, respectively, of the TSUS, are being, or are practically certain

to be, imported into the United States under such conditions and in such

1/ Commissioner Frank dissents in part. Commissioner Frank finds that casein
and mixtures in chief value of casein, provided for in items 493.12 and 493.17,
respectively, of the TSUS, are being imported into the United States under such
conditions and in such quantities as to materially interfere with the priced
support program for milk conducted by the United States Department of Agricul-
ture.



quantities as to render or tend to render ineffective, or materially interfere
with;Athe price-support program for milk conducted by the Department of
Agriculture, or to reduce substantially the amount of products processed

in the United States from domestic milk.

Notice of the Commission's investigation was published in the Federal
Register of September 2, 1981 (46 F.R. 44103). A public hearing was held in
Washington, D.C. on November 9 and 10, 1981. All interested parties were
afforded an opportunity to appear and to present information for consideration
by the Commission.

This report is being furnishea to the President in accordance with
section 22(a) of the Agricultural Adjustment Act. The information in the
report was obtained from responses to Commission questionnaires, from infor-
mation presented at the public hearing, from interviews by members of the
Commission's staff, from information provided by other Federal and State
agencies, and from the Commission's files, submissions from the interested

parties, and other sources.
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STATEMENT OF CHAIRMAN BILL ALBERGER, VICE CHAIRMAN MICHAEL J. CALHOUN,
COMMISSIONERS PAULA STERN AND ALFRED E. ECKES

Introduction

Section 22 of the Agricultural Adjustment Act provides that the Commission
shall advise the President whethFr articles "are being or are practically
certain to be imported . . . in such quantities as to render or tend to render

" certain agricultural

ineffective, or materially interfere with . . .
programs. 1/ The President considers the Commission's advice in determining
whether relief from import competition should be granted.

Our investigation shows that imported casein probably displaces some
domestic dairy products supported by the Department of Agriculture's milk
program. However, we find that interference with the program has not risen to

the "material' level, nor is there any indication it will do so in the

immediate future. As the Commission majority stated in Certain Tobacco,

investigation No. 22-43 (August 1981), material interference is more than
slight, but need not be major interference. In this case, imports cause no
more than slight interference.

In addition, we do not find that imports render or tend to render the milk
program ineffective. The principal objectives of the program are being met,

although admittedly at considerable cost to the Government. This cost is

1/ The statute also includes a clause referring to products processed from
agricultural commodities, and the President included the processing clause
within the scope of the requested investigation. USDA did not assert and
there were no persuasive arguments before the Commission that imports of
casein reduced substantially the amount of any product processed from milk,
and therefore we will not address this issue further in this statement.
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largely a function of price support levels, however, and not of casein
impor;s. No real and imminent harm to the program has been shown to result

from the imports and thus the arguments as to future harm are conjectural.

The milk program of the USDA

The milk program of the U.S. Department of Agriculture supports the price
of milk through purchases of butter, Cheddar cheese, and nonfat dry milk
(NFDM) by the Commodity Credit Corporation (CCC) at support prices set by the
Congress. The statutory purpose of the milk support program is to support the
price of milk at a level '"to assure an adequate supply of pure and wholesome
milk to meet current needs, reflect-changes in the cost of production, and
assure a level of farm income adequate to maintain productive capacity
sufficient to meet anticipated future needs.'" 2/ 1In additiom, an implicit
goal of the milk program, as with all commodity programs, is that it be
administered without excessive losses. Congress has demonstrated its concern
with costs of the commodity program by the enactment of the section 22
protective mechanism and by occasional downward adjustment of the support
price level.

Between April 1976 and October 1980, price support levels ranged from 78
percent to 82.3 percent of parity and the support price for milk increased A0
percent. Congress lowered the level in 1981 to 72.9 percent of parity; but
years of high support stimulated an increase in milk production from 120
billion pounds in 1976 to an estimated 132 billion pounds in 1981. 1In the

face of this plentiful supply, market prices generally were below support

2/ 7 U.S.C. 1446(c).
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prices for dairy products after 1979, triggering ever higher CCC purchaées.
In 1981, the Government purchased 851 million pounds of NFDM (over three times
1979 pﬁrchases), 546 million pounds of cheese (over nine times the 1979
purchases), and 352 million pounds of butter (more than four times the 1979
purchases). Dairy purchases cost the CCC $2 billion in 1981, roughly half of

all the money spent on agricultural price support programs.

Effectiveness of the program

Notwithstanding these high costs, the statutory purpose of the milk
program is being met. There can be no doubt, given the great amount of milk
products purchased by the Government and the level of U.S. production, that
there is an adequate supply of milk to meet current needs and capacity to meet
anticipated future needs. Price support levels have kept pace with changes in
the cost of milk production.

In addition, although only limited data are available, net farm income for
dairy farmers has increased in recent years due to rising prices for milk and
increasing production of milk per cow. Also, the price of milk has risen
faster than the cost of feed. Net farm income for dairy farms in Wisconsin
and New York, two principal milk-producing states, showed healthy growth

between 1977 and 1980. 3/

The imported products

Two imported products are the subject of this investigation, casein and

mixtures in chief value of casein, 4/ and lactalbumin. Casein, the principal

3/ Report, pp. A-3 and A-4.
4/ In the remainder of this opinion, both casein and mixtures of casein are
referred to as '"casein."
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protein in milk, is one of the most complete proteins known, containing all of
the amino acids necessary in the human diet. It is manufactured commercially
from fluid skim milk and is used for a number of purposes, including human
foods, animal feed, glues, paper coatings, and paints.

Prior to the 1960's, casein was used almost exclusively for industrial
applications. However, casein markets have gradually shifted until, in 1980,
human food and animal feed were estimated to account for 85 percent, and
industrial uses, for 15 percent of domestic casein consumption. The largest
and fastest growing market for casein is imitation cheese, which accounted for
an estimated 31 percent of casein used in 1980 and 35 percent during
January-August 1981. 5/ The properties of casein that make iﬁ a desirable
product include its binding, emulsifying, and buffering characteristics.

There was once significant production of casein in this country. However,
skim milk was diverted into production of NFDM rather than casein because
sales to the Government of NFDM were morevlucrative than returns from sales of
casein. As a result, domestic casein production fell ffom 18 million pounds
in 1949 to 3 million pounds in 1955; since 1968 no production has been
reported. 6/

Lactalbumin is another protein derived from milk. When fluid milk is
processed into casein, the liquid portion that remains is known as acid whey.
Lactalbumin is currently processed from acid whey. Lactalbumin is used as a
protein complement in breakfast foods, pet foods, miscellaneous high protein

foods, medical/nutritional products, and diet foods.

5/ Report, pp. A-14 and A-15.
6/ Report, p. A-18.
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Imports of casein have fﬁcreased irregularly from 112 million pounds in
1976 to 152 million pounds in 1980. 7/ However, recent data show that imports
during January-August 1981 totaled 84 million pounds, 22 percent less than the
109 million pounds imported during the same period of 1980. TImports of
lactalbumin during 1978-80 flucﬁuated between 1.0 million pounds and 2.0

million pounds. 8/

Assessment of present harm to the program

Direct displacement.~--Casein is not currently produced in the United

States and is not like any product covered by the price support program.
Thus, any interference with the price support program by casein must be
indirect, i.e., by displacement of a dairy product that is purchased by the
CCC.

The argument was made that section 22 should not be applied because casein
and NFDM and cheese are not 'like products.'" In support of this argument one
party cited the U.S. statement in support of its petition for a waiver of
obligations under Articles II and XI of the General Agreement on Tariffs and
Trade (GATT). The party alleged that statement said section 22 was designed

'i.e., imported products that are

to apply only to "like products,'
substantially similar in characteristics and uses to products covered by the
agricultural program concerned. However, section 22 has no like product
requirement. There is ample support for our position. Section 22 is not

restricted to like products for three reasons: (1) the U.S. request for a

waiver does not state that section 22 is applicable onlv to like products; (2)

7/ Report, p. A-66.
8/ Report, p. A-28.
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the statement of the GATT Contracting Parties does not state that section 22
applies only to like prOAucts; 9/ and (3) there is no indication in the words
of ;héAstatute or in the legislative history of section 22 that leads to that
conclusion. lg/ Where Congress has limited consideration to a like product,
it has done so explicitly, as in section 201 of the Trade Act of 1974 or in

the Trade Agreements Act of 1979. ll/ Section 22, however, applies to imports

of "any article or articles."

Indirect displacement.--Although there is no requirement that the imported

product have a '"like'" domestic counterpart for relief to be granted under
section 22, the absence of products that are like or directly competitive with

each other inevitably makes an analysis of interference much more difficult.

9/ The full statement of the Contracting Parties regarding like product is
as follows:

(a) Having also received the statement of the United States: that
there exist in the United States governmental agricultural
programmes (including programmes or operations which provide
price assistance for certain domestic agricultural products and
which operate to limit the production or market supply, or to
regulate or control the quality or prices of domestic
agricultural products) which from time to time result in
domestic prices being maintained at a level in excess of the
prices at which imports of the like products can be made
available for consumption in the United States in abnormally
large quantities or in such manner as to have adverse effects on
such programmes or operations unless the inflow of such imports
is regulated in some manner. (Emphasis added.)

The thrust of this statement is merely that price support programs mav
lead to domestic articles being more expensive than imported articles "like"
the imports.

10/ In fact, section 22(f) makes it clear that'no trade agreement or other
international agreement shall be applied in a manner inconsistent with the
requirements of section 22.

11/ Section 771(10) of the Tariff Act of 1930, which was added by the Trade
Agreements Act of 1979.
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Quantification of the imﬁact.dn a program can become so tenuous as to be
speculative.
The.tenuous linkage between casein imports and the high costs of the

program was reflected in USDA's own testimony at the hearing held as part of

this investigation. USDA was unwilling to take the position that material
interference with the program is occurring now or will occur in the near
future. Rather, USDA stated that there is ''reason to believe'" that there is
present material interference. 12/ This is a precondition for a
recommendation by USDA that the President request the Commission to conduct a
section 22 investigation. However, a ''reason to believe'" is not a sufficient
basis for the Commission to make an affirmative finding.

There is no positive statistical correlation between imports of casein and
purchases by the CCC under the dairy program. 13/ 1In examining the costs of
the dairy program, that lack of correlation is significant because it shows
that casein imports are clearly not a major cause of material interference.
Our examination of the estimates of displacement leads us to the conclusion
that the effect of imports on the program is in fact only slight.

During this investigation, the Commission received a wide range of
estimates from many sources as to the level of displacement of domestic
products caused by casein. There is no justification for accepting the
assumptions upon which these higher loss estimates must be based. However, we
are not adopting any specific estimate of displacement because all such

estimates in this case involve a large measure of conjecture.

12/ Transcript of the hearing, pp. 56-57.
13/ Report, pp. A-24 through A-26.
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The USDA estimated that $300 million worth of NFDM was displaced byAcasein
in 1980, or about 20 percent of the total cost of the program in that year.

We believe that the USDA estimate substantially overstates the displacement
because of questionable assumptions underlying the methodology used. For
example, in the case of imitation cheese, the USDA used a ratio of 5.68 to 1
to convert casein displacement of domestic skim milk solids to a NFDM basis,
rather than the generally accepted ratio of 3.16 to 1. No testimony at the
hearing supported the higher conversion factor and posthearing submissions by
the USDA conceded that '"something less than 5.68 seems reasonable." 14/. A
ratio of 3.16 to 1 applied to casein used in imitation cheese would reduce the
USDA estimate of displacement to $225 million.

The USDA grouped casein users into categories based on product lines. 1In
some categories it was assumed that users would switch simultaneously and
completely from casein to domestic dairy products as the price of casein
increased. However, data from Commission questionnaires indicate that users
of casein in these categories would not act with one mind under such
circumstances, but that some would continue to use casein long after others
had ceased.

The Commission prepared a number of displacement estimates emploving a
methodology and assumptions similar to those of the USDA but from a data base
almost twice as large. The Commission estimated that such displacement would
range as high as $103 million to $178 million, bhut could easily be as low as a

few million dollars. 1In any event, the hypothetical nature of the assumptions

14/ USDA postnearing submission, pp. 16-17.

10
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needed to reach these estimaéé§ and fhe vast differences between the results
clearly demonstrate that all estimates are speculative.
To reach all the high-end estimates of displacement, it must be assumed

that natural and filled cheeses made from domestic skim milk would replace
casein-based imitation cheese iflcasein were priced high enough. At the
wholesale level, the prices of the domestic products are 50 to 100 percent
higher than that of the casein-based product. There are undoubtedly consumers
who buy imitation cheese for reasons of economy, health, and diet, who would
not buy natural cheese as an alternative. In fact, to some degree, imitation
cheese manufacturers have created a new market for their product.

Both the USDA estimate and $95 million of the Commission's $103-178
million estimate assume that domestic casein production would occur at a price
near $3.00 per pound. However, there was no testimony at the hearing that
there would be such production. Furthermore, both estimates require that all
demand at that price be supplied by domestic production. This is
unrealistic. A higher U.S. price for casein would encourage greater foreign
production rather than less if a market existed at that price. Thus,
elimination of imports is not likely to occur naturally and could not be
gained by restrictions under section 22.

Most important, both USDA and Commission estimates require that there
would be no further dissemination of existing protein technology and no
development of new technology. Such assumptions seem unrealistic. Even at

the 1981 price of about $1.50 per pound, there has been sufficient incentive

to encourage research and laboratory production of imitation cheese and other

11
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products using proteins derived from wheat, whey, soy and other sources. A
switch from casein to any of these proteins would be hastened bv an increase

in the'price of casein and would not benefit the USDA price support program at

all.

Assessment of future harm to the program

The language of section 22 provides two alternative standards under which
the prospective impact of imports may be sufficient for relief to be granted.
The first standard is that articles are practically certain to be imported
under such conditions and in such quantities as to materially interfere with
the milk program. The second stan&ard is that articles are practically
certain to be imported under such conditions and in such quantities as to tend
to render the milk program ineffective.

A conclusion that casein is practically certain to be imported under
conditions or in quantities which would materially interfere with the support
program would be conjectural. The data do not support this view. The data
show that the quantity of imports of casein leveled off in the 1979-1980
period. 15/ 1In addition, as shown above, recent import figures show falling
imports in January-August 1981 compared to the same period of 1980. As users
increasingly find substitutes for casein, particularly in imitation cheese
products, casein imports may continue to decline or at least not increase

substantially. USDA provided information that world production of casein had

[
i

declined in 1981; thus, no upsurge in casein imports is expected. We see no

15/ Report, p. A-66.

12
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likelihood that imports will enter the United States in such quantities and
under such conditions as to cause future harm to the program in the near

future.

Lactalbumin

The USDA took the position;that lactalbumin is not causing material
interference with the milk program. 16/ Consumption of lactalbumin increased
from 1.1 million pounds in 1977 to 1.8 million pounds in 1979, and then
declined to 1.4 million pounds in 1980. In comparison, imports of casein have
averaged over 140 million pounds annually in the same period. Clearlv, if
imports of casein are too small to-cause material interference, the much
smaller amount of imports of lactalbumin have not caused material
interference. In addition, there is no indication that lactalbumin imports
will increase substantially in the near term. Thus, the milk program is not

likely to suffer harm from these imports in the future.

Remedy considerations

We recommend that the President find that imports of casein and
lactalbumin are not rendering or tending to render ineffective, or materially
interfering with, the milk program .

Although our recommendation is in the negative, a discussion of our
findings with respect to proposéd remedies is in order. This would apprise
the President of the ramifications of such remedies if he were to disagree

with our findings regarding material interference.

16/ Transcript of the hearing, p. 58.

13
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Under section 22, the President has the authority to impose fees of up to
50 percent ad valorem on fmports found to interfere with a program or to
impose a quota which would allow entry of at least 50 percent of the total
quantity of articles imported during a period he determines to be
representative. He may describe these articles by physical qualities, value,
use, or upon such other bases as he determines. 17/

Imposing a 50 percent ad valorem tariff on imported casein would be an .
ineffective way to prevent losses to the dairy price support program. Such a
tariff would not likely result in a significapc increase in the use of
domestic skim milk solids because the resulting increased price of casein
would drive users to alternative protein sources or out of production. 18/
Two recent studies emphasize other shortcomings of this approach. The USDA
estimates that there would be no benefit whatsoever to the CCC, yet there
would be a cost to consumers of $47.5 million to $55 million. The Commission
study comes to a similar conclusion. It shows that annual CCC purchases would
be reduced between $8 million and $47 million, while the cost to consumers
could be as much as $71 million to $83 million. 19/

At first glance a more effective remedy appears to be a quota set at 50
percent of the average 139.3 million pounds of casein imported during the

representative period 1976-80. According to the Commission study, this would

17/ Section 22(b) (7 U.S.C. 624(b)).

18/ Report, pp. A-34 and A-35. f

19/ The low end of the range in the Commission's estimates is based only on
the assumption that increases in the cost of casein would result in increased
use of NFDM. The high end of the range assumes additionally that producers
are limited to existing, widely available technology of alternative proteins
for casein.

14
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save the CCC from $8 to $53 million, but it would cost consumers at leﬁst $95
million in higher prices paid for casein and dairy products. Using a slightly
diffefent approach, the USDA has calculated the effects of a quota based on
the 1979-80 period. Under this formulation, annual casein imports would be
six million pounds more per year than in the Commission study. But the USDA
also concludes that the costs would far outweigh the savings. The Government
would save $9 million in CCC purchases, but consumers would pay an additional
$115 million. In essence, a 50 percent quota would remove only 3 percent of
the alleged interference of $300 million estimated in the USDA study.

A quota could be set at any level above 50 percent. For example, a quota
limiting casein to 100 percent of the quantity imported during a
representative period could be appropriate if it were determined that
interference is imminent. Such a quota would prevent increases in the level
of imports while not adversely affecting the existing level of use determined
not to be materially interfering with the program. Once again, however, the
Commission has not found real or imminent material interference and does not
recommend the imposition of this remedy.

One other proposal warrants discussion here. Some parties proposed a
preferential licensing system for casein used for medical/nutritive needs.
With licensing, it is asserted that end users of products uniquely dependent
on casein could obtain the necessary quantities. 20/ The Commission solicited

opinions from both the U.S. Customs Service and the USDA on the feasibilitv of

20/ Assuming that casein imports are restricted, the prices of these
necessary products would likely increase.

15
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administering a use-based licensing system. Neither agency believed that it
had the necessary resources to administer such a licensing system. And. the

costs of such a program would not equal the perceived benefits of such a

remedy.

Finally, .in any consideration of alternative remedies, it is important to
note that the USDA, the agency which administers the price support program and
which called for the present investigation, refused to propose a remedy. We
cannot recall a single instance in which the USDA has similarly refused to
recommend a remedy. This is a further indication that no realistic remedy

exists to deal effectively with the slight amount of interference found.

Conclusion

The principal objectives of the milk support program are being met,
although at great cost to the Government. However, this cost results from the
level at which milk is being supported, not from the importation of casein.
Although casein does displace some domestic milk products, that displacement
is small. Therefore, we believe that a finding of material interference with

the price support program is inappropriate.
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STATEMENT OF COMMISSIONER EUGENE J. FRANK

On the basis of the information before me in this investigation I have
found that--

(1) casein and mixtures of casein, provided for in items 493.12 and
493.17 of the Tariff Schedules of the United States (TSUS), are being
imported into the United States under such conditions and in such
quantities as to materially interfere with the price support program
for milk of the Department of Agriculture, but that

(2) lactalbumin, provided for in item 190.15 of the TSUS, is not
being and is not practically certain to be imported into the United
States under such conditions and in such quantities as to render or
tend to render ineffective, or materially interfere with, the price
support program for milk of the Department of Agriculture, or to
reduce substantially the amount of any product being processed in the
United States from such milk.

Tne program of the USDA

The Agricultural Act of 1949 requires the Secretary of Agriculture to
support the price of milk at a level between 75 and 90 percent of parity so as
to assure an adequate supply of pure and wholesome milk to meet current needs,
reflect changes in the cost of production, and assure a level of farm income
adequate to maintain productive capacity sufficient to meet anticipated future
needs. The Food and Agricultural Act of 1977 increased the minimum support
level for milk to 80 percent of parity for the period beginning
October 1, 1977, and ending September 30, 1981, and directed the Secretary to
adjust the support price at the beginning of each semiannual period to reflect
any estimated change in the parity index during that semiannual period. This

semiannual adjustment was suspended on March 31, 198l. Support levels were
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further adjusted after enactment of the Agriculture and Food Act of 1981,
declining to 72.9 percent of parity. 1/

- The program for the support of milk prices operates through purchases by
tne Commodity Credit Corporation (CCC) of three types of products made from
milk. Under the program, the CCC purchases unlimited quantities of butter,
Cheddar cheese, and nonfat dry milk (NFDM) at announced prices. The prices
paid by the CCC are intended to provide the producers of these three types of
products sufficient return so as to allow them to pay farmers a price for milk
approximately equal to the legislated support price. The measure of the

program is therefore the level of the purchases under the program.

The Status of the Dairy Support Program and the Issue of Material Interference

The support program for milk is clearly suffering interference. An
examination of the program shows that purchases of the products purchased by
the CCC have increased substantially in recent years and show no sign of any
decrease in the foreseeable future. Purchases of butter by the CCC have
increased irregularly from 60 million pounds in 1976 to 352 million pounds in
1981. Purchases of Cheddar cheese increased from 62 million pounds in 1976 to
546 million pounds in 198l. Purchases of NFDM increased from 258 million
pounds in 1976 to 851 million pounds in 198l. 1In the case of all three of
these types of milk products, the major increase has occurred in 1980 and
1981. 2/ 1In addition, while these levels of purchases have climbed
dramatically, Government owned stocks of all thrée have also increased to a

level far in excess of what can be considered prudent. The total milk

1/ Report, p. A-7.
2/ Report, p. A-57.
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equivalent of butter and cheese in CCC stocks at the end of November 1981 was
13.6 million pounds, more than twice the level at the end of November 1980 and
thirty-two times the level on December 31, 1976. 3/ CCC stocks of NFDM

increased 50 percent in 1981 to 751 million pounds at the end of November

1981, and now stand at twice the level of December 31, 1976. Finally,
expenditures by the Government,Ithe measure by which the Commission has
traditionally determined the existence of interference with a support program,
have increased from $714 million in fiscal year 1977 to $1.3 billion in 1980
and to nearly $2 billion in 1981. 4/ These expenditures accounted for about
one-half of Government expenditures on all agricultural support programs in
1981 and clearly demonstrate that the program is experiencing difficulty.

The Reagan Administration is clearly cognizant of these problems in the
dairy price support program. In his statement of December 22, 1981, President
Reagan authorized the release on that date of 30 million pounds of cheese from
the CCC inventory for delivery to the States that request it for distribution
to the needy. The President in his statement on that date also underscored
the possible need for future such distributions:

The 1981 farm bill I signed today will slow the rise in price support
levels, but even under this bill, surpluses will continue to pile
up. A total of more than 560 million pounds of cheese has alreadv
been consigned to warehouses, so more distributions may be necessarv

as we continue our drive to root out waste in government and make the
best possible use of our Nation's resources. 5/

3/ Report, p. A-56.

4/ Report, p. A-58.

5/ Statement by the President, December 22, 1981, Weekly Compilation of
Presidential Documents, Monday, December 28, 1981, vol. 17, No. 52, pp.
1398-1399.
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The effect of imports of casein on the program

Casein is the principal protein in milk and is found only in milk. Casein
accounts for about 80 percent of the protein content of milk, and is one of

the most complete proteins known, containing all the amino acids essential to

the human diet. Casein is manufactured commercially from fluid skim milk.
The primarly alternative use for such skim milk, other than for use in its
fluid state for drinking, is the production of NFDM. If a processor chose to
make casein from skim milk, he will not be able to make NFDM from the same
skim milk, and vice versa. Casein, which in its pure form is insoluble in
water, can be made into soluble salts called caseinates. Caseinates are the
principal articles which are entered into the United States as mixtures in
chief value of casein. Therefore, both casein and caseinates compete for
their raw material, skim milk, and it is proper to consider the two together
as potentially interfering with the price support program for milk.

The price support program, as mentioned above, purchases NFDM through the
CCC as part of its operations. The prices at which such purchases are made
are set at the level appropriate to return to farmers the legislated support
price for milk and its parts: butterfat, sugar, and protein. The price for
NFDM must by law increase according to the parity index. The United States
had a casein producing industry for many years after the support program was
instituted. Gradually, as the support price for NFDM increased, skim milk not
used for drinking was directed to NFDM production rather than to casein
production. However, had imports of casein not been available, the demand for

casein would have necessarily been satisfied by domestic production, albeit at
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a higher price. Primarily becausé of the availability of imported casein at a
price below the cost of production in the United States, the domestic casein
industry died. By about 1970, casein was no longer produced in the United
States. Currently imported casein is available at prices less than one-half
of those necessary to elicit domestic production from domestic skim milk. 6/

The USDA and the staff og the Commission provided estimates of the amount
of casein which would be produced in the United States if imports were not
available. The USDA stated in testimony that 24 million pounds would be
produced and utilized by processors if the price of casein was at least $2.65
per pound. The Commission staff estimated that at a price of $3.00 per pound
about 36 million pounds of casein would be produced and used in the United
States. l/ Had U.S.-produced casein been available in these quantities, CCC
losses under the program would have been substantially lower, and could range
up to $103 million less.

In addition to the lower quantity of NFDM which would have been purchased
by the CCC as a result of domestic production of casein, there would be lower
purchases of NFDM or even Cheddar cheese resulting from increased sales of
domestic cheese. The largest single use for casein is in the production of
imitation cheese and the amount of casein used in such cheese increased from
16 million pounds in 1978 to an estimated 49 million pounds in 1981 (based
upon data for January-August 1981). The amount of imitation cheese produced
from casein has increased from only 60 million pounds in 1978 to an estimated

210 million pounds in 1981, again based upon 8 months data. 8/ Further, in

6/ Report, pp. A-22 and A-23.
7/ Report, p. A-31.
8/ Report, p. A-64.
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terms of casein usage on a percentage basis, imitation cheese accounted for an
estimated 31 percent of caSgin and mixtures in chief value of casein used in
1980-compared with 12 percent in 1978 and 35 percent in January-August

1981. 9/ There is little evidence that this phenomenal growth will slow in
the future. Had imported casein not been available for the production of
imitation cheese, consumers would have purchaéed natural and filled cheeses
made from domestic milk instead. Although noncasein based imitation cheeses
(e.g., "filled cheeses") have been said to compete with natural and process
cheeses, production of these noncasein imitation cheeses appears to be small
in relation to casein-based imitation cheese production. 10/ Such commercial
and retail sales would have reduced CCC purchases of domestic dairy products
in 1980 by an additional $75 million in the view of the Commission staff. ll/
The total displace<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>